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Harding Economics Team
Wins Third Consecutive Regional
Free/Private Enterprise Competition
The Harding College Economics Team has
defeated teams from 12 colleges and universities
from Jive states to win the Southwest Regional
"Students for Free Enterprise" championship in
Dallas.
Entitled "Free Enterprise: Let's Keep it in
Business, " the Harding entry included a report
with an annotated supplement and an appendix
that elaborates in alphabetical order a variety of
80 programs which have been presented before
civic, professional and educational groups in the
Mid-South.
e:omposed of members Doug Sanders of Antioch, Tennessee,· Miss Marsha Bender of
Alamogordo, New Mexico; Daniel Holt of Effingham, Illinois; Ted Thompson of Norfolk,
Virginia and Jake Jensen of Milwaukee, Wisconsin, the team accepted the first place trophy and a
check for $2,500. Faculty sponsor is Dr. Don DifJine, Associate Professor of Economics and Director of the student-staffed Center for Private
Enterprise Education.
Co-sponsored by National Leadership
Methods, an Austin, Texas-based management
training organization, and Southwestern Life Insurance Company of Dallas, the competition
began at a fall orientation meeting in Dallas. The
program theme was "Creative Capitalism. "
Project goals were to offer solutions to problems confronting the American · economic
system. The participating institutions were
challenged through formal intercollegiate competition to design and implement free enterprise
programs suited for their particular campuses and
communities.
On April 21-22, each of the competing institutions were represented by their economics teams
who made formal presentations before communi. ty business leaders serving as judges.
Winning the second-place prize of $1,000 was
Texas Tech University of Lubbock, Texas. The
University of Texas at El Paso took third-place
honors and a $500 check.

How To Stop The Inflation
of '79, and the
Recession of '80
by Charles Hull Wolfe, President
American Economic Foundation
Economic forecasters believe that 1978 will be "one
more good year," but they predict that inflation will
significantly increase in the next 12 months, and could
lead to a serious recession with sharply increased
unemployment in 1979 or 1980.
Why another disturbing rise in prices? What should
be done to hold prices down and lessen the likelihood of
a slump?
These questions concern the gravest economic
problems of 1978. To get correct answers, we should
consider exactly what inflation is and what the Carter
Administration is doing about it.
The Key Cause of Inflation
The key cause of any continuing, sustained rise in
prices is the increase in the quantity of money - the
total number of dollars people have in their pocketbooks,
bank accounts and cash registers - in relation to the
quantity of goods and services.
This number of dollars has nothing to do with our real
wealth, but a lot to do with how much each dollar will
buy. Basically, if the volume of goods remains constant
and government increases the number of dollars, each
dollar will buy less, and prices will rise. On the other
hand, if the number of dollars remains constant and the
private sector increases the volume of goods and services,
each dollar will buy more, and prices will fall. Hence the
question: should the quantity of money be increased
each year, and if so, by how much?
While many economists maintain there should be no
increase in quantity of money, and others argue there
should be no more than a 2-4 percent yearly expansion,
last year Dr. Arthur Burns, as head of the Federal
Reserve Board, set a target of 4-6 percent to stimulate
the economy. But government manipulation of the
quantity of money is hard to control, and during the past
year, to the dismay of Dr. Burns, money supply growth
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began to mushroom at the rate of6-10 percent.
President Carter wanted still more money expansion,
repeatedly criticized Dr. Burns, then replaced him with a
non-economist who indicated he would be more
cooperative.
In the last six months of 1977 the rate of money growth
was faster than in any comparable period of 1968, 1972
or 1973, periods when money expansion led to spii:;aling
inflation. That's why Dr. Burns said Mr. Carter
deliberately encouraged inflation. Why might a
President do this? To please voters who want more favors
from government, but don't want higher taxes. And to
stimulate the economy during his first term, to create a
reputation for generating prosperity and jobs, hoping
that the inevitable inflation will not occur until his
second term, when the public'may forget who caused the
inflation in the first place.
Tactic That Could Backfire

This tactic could backfire. Price forecasters believe it
likely that inflation which has been running between 3
and 4 percent since the mid-summer of 1977, will move
to the 5-6 percent range in '78 and up to 6-8 percent in
'79. Inflation could become so severe by '79 that consumers won't be able to afford non-essentials, will limit
their spending to the ever-more-expensive necessities,
and cause an economic slowdown.
The rapid price rise could make the Federal Reserve
feel obliged to restrict the money supply suddenly and
severely enough to plunge the economy into recession,
with widespread joblessness. This could happen in '79 or
'80, and pose re-election problems for Mr. Carter.
Such a scenario is the last one the President wants to
see acted out. How could he forestall it? He could cut
down on government spending and thus reduce the
deficit. But in the third quarter of last year, government
spending grew at a frighten"ing 22 percent rate, compared to 8 percent in the second quarter, and thus the
deficit is growing.
Or the President could urge labor unions not to push
up wages faster than productivity. Such wage increases
cause price increases, and the public's unwillingness to
pay these higher prices causes disemployment of the
over-priced workers - unless government further increases the money supply, to put more doll;irs into
consumers' pockets so they can pay the higher prices.
Importance of Increasing Production

The President could help curb inflation not only by
discouraging growth in the money supply but by encouraging an increase in production. To do this, he
would have to consistently endorse policies which en courage profits and capital investment. But Mr. Carter's
unpredictable policy shifts, his failure to provide a
coherent, long-range economic "game plan," and his
anti-capitalist outbursts, have undermined business and
investor confidence, and weakened the willingness of
corporate officials to invest in new plant and equipment
- in improved power tools which multiply human
productive energies.
And the President remained silent in the face of major
labor union abuses. Consider what he might have said
about what just one union - the United Mine Workers

- has done to restrict production since he's been in
office. Last year, illegal wildcat strikes of UMW locals
cost America 24 million tons in lost coal production, and
the UMW restrictive work rules kept miners' efficiency
so low that they were producing only half as much coal
per day as miners in many non-union mines.
During the President's first year, private sector
productivity fell from the 5.2 percent annual rate of the
preceding 18 months to 1.8 percent. If he's to help curb
inflation, Mr. Carter must give attention to boosting
productivity. He must also stop making political
promises that oblige him to take inflationary actions. As
the New York Times has said, the Administration is
"taking actions to satisfy a variety of interest groups and
to redeem Carter campaign promises that are adding to
the costs in many industries and thereby putting upward
pressure on prices." One example: Mr. Carter increased

import fees and tariffs on imported sugar, which raised
the price of refined sugar from 21 to 25 cents a pound.
This means higher costs for soft drink and candy makers
as well as for sugar we buy at the grocery - in all about
$1 billion a year to be paid by consumers. Carter did it,
according to the Times, because he was "mindful that
many larger sugar producers were among his more active
supporters."
After a year in office, Mr. Carter finally proposed an
attack on inflation that will lie "somewhere between
moral suasion and controls." The Administration will set
guidelines for price and wage increases, then use the
threat of enacting controls if desired results do not
appear.
This approach does nothing about the causes of rising
prices, and has always failed in the past. However, it
gives the Administration the appearance of trying to do
something, and may distract the public from focusing on
government's role in generating inflation, while it makes
management and labor - when they fail to "cooperate"
with the guidelines - the scapegoats.
The only way to cope with today's inflation and the
recession that could result is to attack the root causes; to
slow the increase in the money supply and boost
production of goods and services.

The Carter Contradictions
That Threaten Our Economy
by Charles Hull Wolfe, President
American Economic Foundation

After almost a year in office, Jimmy Carter's
popularity with the public has fallen. Congressmen of his
own party are charging him with "ineptness" and
businessmen are concluding that his "constant shifting
of position has put the economy on the verge of serious
trouble."
One reason, according to Fortune magazine's article
"Jimmy Carter Gets Mixed Marks in Economics," is that
the President's "grip on economic concepts is shaky."
We find that the President underestimates the
competence of the free market to solve economic
problems, and overestimates the ability of government to
provide a "quick fix." And he does not seem to realize
that there is a direct connection between the well-being

of the business community, and the health of the
economy.
Most of all, Mr. Carter fails to understand that a
policitian who wins office by promising to use the powers
of government to please every conceivable group liberals who want more Federal spending on social
programs, conservatives who want a balanced budget,
special interest groups who want privileges - cannot
possibly develop a logically consistent economic policy
that serves the best interests of the people as a whole.
Thus it was almost inevitable that the President's
programs would be full of contradictions.
Consider these examples:
1. The Carter Administration insists it wants to keep
prices down, and yet its monetary, tax, wage and foreign
trade policy all are inflationary.
Economists who are determined to stop inflation, and
know how to do it - free market economists of the socalled Austrian school - maintain that government
should not be allowed to increase the quantity of money,
i.e. the number of dollars in people's pocketbooks, bank
accounts and cash registers. This could mean growth in
the money supply.
Other economists maintain that there should be
enough increase to match the country's productivity 2-4 percent growth in the money supply.
Others, such as Dr. Burns of the Federal Reserve
Board, believe there should be enough increase to
"moderately stimulate" the economy, and so the Board
set a target of 4-6 percent growth in the money supply.
Recently, it has been growing much faster, at 6-10
percent.
Even this 6-10 percent, which continues to reduce the
purchasing power of our dollar, has not been enough to
satisfy Mr. Carter who is calling for a still faster increase
- to stimulate the economy now and please those more
concerned with the appearance of immediate prosperity
than with sound money and a healthy economic future.
Also, as the New York Times has said, "actions taken
to satisfy a variety of interest groups and to redeem
Carter campaign promises are adding to costs in many
industries and thereby putting upward pressure on
prices."
2. Carter has promised there will be no tax increases
during his administration and "substantial" tax cuts in
1978. In actuality, the Carter administration is likely to
dip deeper than ever into taxpayers' pockets.
In one Carter proposal after another - such as his
giant welfare "reform" package and his socialized
medicine program - he has called for major increases in
Federal spending. He has also promised to balance the
budget. By what magic can the President spend more,
collect less and still balance the budget of a government
that has run nine continuous Federal deficits?
Any Carter tax cuts will either be illusory - i.e., more
than offset by other taxes, such as increased Social
Security and oil taxes - or inflationary, i.e., cuts that
increase Federal deficits, which oblige government to
create more money out of thin air, thus reducing the
value of all money, savings and insurance.
3. The Carter administration says it places high
priority on reducing unemployment, but its promotion of
a higher Minimum Wage will increase unemployment.

People work to make things to be exchanged for things
made by others, and if these exchanges don't occur,
people are forced into idleness. These exchanges are not
occurring often enough today because so many workers
have such a high price on their services (and in turn on
the products they produce) that other workers do not
have enough of their own product to make the exchange.
Recent passage of a higher Minimum Wage law makes
this condition worse. Under the new law, which President
Carter urged, the Minimum Wage rose from $2.30 to
$2.65 an hour January 1, and will go up 45 percent by
1981 - to $3.35 an hour.
Because the higher wages oblige less able workers to
make their demands that customers cannot meet, it
forces other workers (their customers) to disemploy
them.
To end the disemployment, we should permit - and
encourage - the least qualified workers to lower their
wage demands, so customers will be able to exchange
with them; but the new law does just the opposite.
Economists estimate that the new provisions will prevent
at least two million jobs from being created.
4. The Carter Administration depicts the energy crisis
as an exhaustion of our in-the-ground resources,
resulting from wasteful over-consumption and requiring
a government program that will force conservation
through massive taxes, · but these views represent a
misconception of the crisis, its cause and cure.
Almost every authoritative organization that has
assessed energy resources agrees that the world has
enough potential reserves of petroleum to last 100-200
years, enough natural gas to last 1,000 to 2,500 years,
and a coal supply that's good for another 500-2,000
years.
Even though these resources exist in the ground,
America has an acute shortage of domestically-produced
energy.
Government price controls, initiated in the 1930's have
kept U.S. energy prices artificially low; and these artificially low prices have depressed supply while they
increased demand. Incentive for energy exploration
diminished, and as a result, production of petroleum and
natural gas in this country has been declining ever since
the early 1970's.
Meanwhile, demand for this artificially cheap energy
grew, but despite governmental stimulation of demand-,
until the mid-1960' s. U.S. energy use increased more
slowly than Gross National Product, evidence that the
shortage was not caused by excesses in consumption.
The shortage was caused by political intervention, and
can best be solved by withdrawal of that intervention by deregulation of the price of all oil and natural gas.
Let us hope and pray that President Carter will begin
to base his economic policies more on free market
principles, and thus proceed to eliminate some of these
contradictions that now threaten our economy.

Our Exaggerated
Unemployment Statistics
Increasingly it is being said that the United States
faces one of the worst unemployment problems in the
free world, and that our high rate of joblessness
represents a crucial failure of American free enterprise.
This observation is based on statistics which show
that, for some years now, unemployment in other industrial countries has run from 2-3 percent while ours
has averaged around 5 percent.
But unemployment in the U.S. is not so much a
general problem affecting mature workers and heads of
households as it is a youth and minority group problem.
In the recession year 1975, when U.S. unemployment
was estimated at a frightening 9 percent we had only 5
percent adult unemployment, but the total was swollen
because 17 percent of all teenagers and 40 percent of all
black teenagers were listed as jobless.
Why such high unemployment rates for teenagers and
young adults? Americans go to school longer than youth
in other countries, and experience a correspondingly
longer transition from school to job. In other industrial
nations, most youth leave school at 16 or 17, move
directly into the work force and stay there. In some
countries, youth become apprenticed to companies by
contract, and even if not needed and not productively
working, are not listed as unemployed.
Most American youngsters are still in school when
they seek their first jobs, and are seldom obliged to
support themselves. They look for part-time situations,
and move in and out of the work force during high school
and college years.
The high unemployment of American teenagers is due
not just to their inability to find jobs but their inability -

or unwillingness - to stay on jobs they find. This is
especially true of those "unemployed" teenagers - 50
percent of the total - still in school. Most who complete
high school, and have normal competence, do find
permanent employment.
But for teenagers who drop out, and for those from
homes where parents have less than average education
and work experience, finding a job is difficult, primarily
because of our artificially high wages, resulting from
minimum wage laws.
Customers will not pay enough for the limited
production of these young workers to generate the income required to pay the wages demanded. Acting as an
agent for these less educated, unskilled youngsters,
government, often as a result of union pressure, has
made demands that customers will not meet, and in turn
customers have disemployed them.
Most other countries with minimum wage laws have
special "youth rates." In the U.S., the same $2.65 an
hour minimum wage (which with benefits comes to
$3.30) paid to experienced adults must also be paid to
the least experienced teenager.
If we want to reduce unemployment, we will not increase the minimum wage or payments to the unemployed. Because many workers can get 70 percent to 90
percent of their wages from the combination of government and company benefits, much of our unemployment
is voluntary.
There is reason to conclude that America's unemployment statistics do not represent so much "hardship"
unemployment as the fact that American youth stay in
school longer, and have a protracted transition from
school to work. As to the "real" unemployment, it does
not reflect a failure of free enterprise but the consequences of government intervention in the marketplace.
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